
and justifications of the actuarial assumptions, and the assumptions unique to

postretirement health care benefits. J2

SFAS-l 06 requires the use of explicit assumptions, each of which individually

represents the best estimate regarding a particular future event. The probability of

payment is taken into account in assumptions about turnover, dependency status and

mortality. Generally, assumptions are made that are expected to hold true over a long

period of time. The possibility of a future downsizing, as a one-time or short term event.

is not an assumption that should impact the calculation of the expected benefit obligation.

General attrition is taken into account in assumptions about turnover. The NTCs have

generally implemented their downsizing efforts via retirement incentives, not having

material impact on the probability that employees will leave the business prior to

becoming eligible to receive their postemployment benefits.

In December 1993. NYT accrued SFAS-l 06 curtailment charges pertaining to

restructuring and planned downsizing of$53.2 million for management employees and

$217.3 million for nonmanagement employees. For NET, these figures were $43.1

million and $150.8 million, respectively. For FCC reporting purposes, these charges

were reflected in Account 7370, Special Charges for NYT and Account 7360.99, Other

Nonoperating Income for NET, in accordance with RAO 24 .. As employees left the

payroll during 1994 (and will continue in ]995 and 1996), a portion of the amount

recorded in Accounts 7370 and 7360.99 is reversed. and the actual SFAS-I06 amount is

recorded as operating expense in Account 6728. Other General and Administrative

Expense. Total SFAS-] 06 charges recognized as operating expense in 1994 for NYT

Meaningful comparisons cannot be drawn between SFAS- I 12 costs and SFAS-I 06 costs because of
the very different types of benefits involved. However, see Appendix H.2 for SFAS-112 costs and the
associated valuation methods.



were $63.9 million for management employees and $166.7 million for nonmanagement

employees. For NET.. these figures were $41.8 million and $43.0 million, respectively.

Amounts reversed from Account 7370 during 1994 for NYT were $38.2 million for

management employees and $36.2 million for nonmanagement employees. Amounts

reversed from Account 7360.99 during 1994 for :'JET were $25.9 million for management

employees and $11.3 million for nonmanagement employees. The difference between

the amounts actually incurred and the related amounts previously accrued (and now

reversed) is primarily due to the offering of a special retirement incentive which added

six years to age and six years to service for determining benefit eligibility, enabling

greater number of employees to retire and leave the business with full postemployment

benefits.

Designation Order! 28:

Regarding the issue of any double-counting~ response to Desiination Order

~ 24, including Appendix H.I.

Designation Order! 29:

For NYT, average total compensation per employee is $75,373 for management

employees and $60.454 for nonmanagement employees. For NET, these figures are

$62,592 and $53,188, respectively. Of these amounts for NYT, OPEBs represent 19.2%

of total compensation costs for management employees and 11.7% for nonmanagement

employees. The respective figures for NET are 15.3% and 12.9%. Total compensation

includes wages, salaries, special payments (overtime, team awards, etc.), and benefits

(including medicaL dental, company savings plan contributions, disability, pensions and

OPEBs). These amounts were derived by dividing 1994 annual costs by the average

monthly force during 1994.
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Designation Order! 30:

The basic premise in Desi"nation Order l/ 30 that OPEB accruals may never be

paid is not applicable on a going-concern basis. That is, as long as a LEC continues to

exist, accrued aPEB benefits will be paid. The only time such benefits will not be paid is

if the benefit plan is terminated (settled) or curtailed. For LECs this seems highly

unlikely, as such action would have to be negotiated with the unions and would be

otherwise disruptive and problematical. Furthermore. depending on the terms of the

settlement or curtailment, the transaction could result in a possible loss as well as a

possible gain. Over time. recovery of retiree benefit costs has been less than amounts

paid to or on behalf of retirees (~responses under Issue A herein). Also, on a going

forward basis, the Commission has promulgated a stricter test generally denying

exogenous treatment of OPEB costs absent a demonstrated impact on cash flow (~

Price Cap Review Order). Given these developments, it seems likely that LECs will not

recover more than their cash payments to retirees. and over time will recover less than

that amount.

III. CONCLUSION

NYNEX has fully justified its exogenous adjustments for additional OPEB costs

arising from implementation of SFAS-l 06. and has met the legal standard for exogenous

cost treatment as set forth in the D.C. Circuit's OPSB Decision. The Bureau should



promptly conclude this investigation by upholding and making permanent the NYNEX

OPEB tariffs under investigation herein.

Respectfully submitted,

New England Telephone and
Telegraph Company

New York Telephone Company

By:/s/Campbell L. Aylin~
Campbell L. Ayling

1111 Westchester Avenue
White Plains, NY 10604
G14/644-6306

Their A.ttomey

Dated: August 14, 1G95
93-J93 doc
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PAY-AS-YOU-GO POSTRETIREMENT EXPENSES

MILLIONS OF DOLLARS

Appendix A. 1

NEWENGLAND
NEW YORK

1990/1991
ACCESS FILING

53.2
114.8

1991
ACTUAL

50.8
101. 1

1992
ACTUAL

637
131.6

1993
ACTUAL

672
142.0

1994
ACTUAL

75.4
167.1

NYNEX TELEPHONE COMPANIE 168.0 151.9 195.3 209.2 242.5
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NOTES TO FINANCIAL STATEMENTS (continued)

(see Organizational Restructuring included in Management's Discussion and
Analysis of Results of Operations). Based on historical precedent,
managelent anticipatts future recovery of these deferred costs through the
rate-Making process.

In January 1992, the Cc.pany announced that manag...nt .-p10yels who llave
the Company under the Force ManageMent Plan during 1992 and are at least 21
years old wHh at least one year of sarv" as of Dec"'r 26, 1991 may
elect to receiYe their HYHEI Manag...nt Pension Plan benefit in a lump sum
distribution, or as a IOnth1y annuity beginning when they leaye the
Company. In addition, aanag...nt employees who are not eligible for I
service pension retain the existing option of waiting until retirement age
before receiYing their pension benefit.

During 1990, the projected benefit obligation increased by S8.3 .i11ion for
the 1989 lar1y retir...nt plans for ..nax...nt and non.ana,...nt employees,
of which Sl.7 .il1ion was expensed and S .6 .illion was de erred. Based on
historical precedent, .anag...nt anticipates future recovery of these
deferred costs through the rlte-..king process.

Postretirement Btnlfits Other Tbln Pensions

The Company provides certain health care and life insurance benefits for
retired .-ployees and their f..ilies. Substantially all of the Co-pany's
employees .ay becQII eligible for these benefits if they reach pension
eligibility while working for the Ca-pany. Most of these benefits are
proYided through an insurance cOlPany whose pr..iUls are funded as benefits
are paid. Total costs of providing benefits for retired .-ploy..s and their
families were S45.7, S39.6 and $33.2 .illion in 1991, 1990 and 1989,
respectiYely.

In Sept..oer 1991, under the provisions of the o.nibus Budget Reconciliation
Act of 1990, a portion of excess pension assets totalling S133 .illion was
transferred frc. the two HYHEI pension plans to health care benefit accounts
established within the pension plans for reimburs...nt of retiree health
care benefits paid by HYHEI during the 1990 tax year, of which $38 .illion
represent benefits paid by the Ca-pany. HYHEI th.n established and made
contributions to two separate Voluntary Employees' B.neficiary Association
Trusts (-VEBA Trusts·), on. for aanage..nt and the oth.r for nonaanag...nt,
in alOunts equal to the .xc.ss p.nsion assets transf.rred. Th. VElA Trusts
were established to begin prefunding postretirement health care benefits.
In Dece.oer 1991, additional excess pension assets totalling S148 .illion
were transferred fro- the HYHEI pension plans to health care benefit
accounts within the pension plans for reimbursement of retiree health care
benefits paid by HYHEX during the 1991 tax year, of which 542 .illion
represent benefits paid by the Ca-pany. HYHEl also ..de contributions to
the VEBA Tr~sts in a.ounts equal to the excess pension assets transferred in
Dece.oer. Tbe transfer of the excess pension assets and the establish..nt
of the VEBA Trusts had an insignificant impact on the Cc.pany's results of
operations and financi.l position.
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NOTES TO FINANCIAL STATEMENTS (continued)

In DecllOtr 1990, the FASS issued Statement of Financial Accounting
Standards No. 106, ·E~loyers' Accounting for Postrltire..nt Senefits Other
Than Pensions· C·State..nt Ho. 106·). Adoption of this standard is required
by tht Ca.pany no latlr than January 1, 1993. Stat...nt Ho. 106 will change
the current practict of accounting for nonpension rltireMent benefits from
recognizing costs as benefits are paid to accruing the Ixpected costs of
prov·iding thesl benlfits during an 1.1oyte , s working life. Upon adoption
of Stat...nt No. 106, cOlPanies will be required to rtcognize the liability
to current and retired Imployees either immediately or over a ptriod not to
exceed 20 years.

Manag...nt is currtntly Ivaluating thl financial i.lct of this accounting
standard. Initial esti.atts indicatl that the rllated annual Ixpense,
assuming 20 Ylar IIOrtizat10n, will incrlasl by approxi.atlly two to three
times lbove the projected 1993 expense levels, and the initial unfunded
accu~lated postrltir...nt benefit obligation will be in the range of
apprOXiMately SO.9 billion to Sl.3 billion at adoption. Manag...nt is
unabll to predict with any certainty what effects the future regulatory
environ..nt ..y have on the ulti.atl financial i.act of the new stlndard.

CO) Ca-IOn Stock

In 1991, the equity capital of the to.pany increased $75 .illion through an
equity invest..nt ..de by MYMEX. In 1990, the Iquity capital of the Co-pany
incrlased S98.8 .illion due to a $75 .111ion equity investlent ..de by HYHEX
and 523.8 .il1ion fra. the transfer of ownership of HYMEX Mat.riel
Enterprises Ca-pany Ind NYMEX 5yst..s Mlrketing CNew England) Company.

(E) Long-te,. Debt

Interest rates and .atur1t1.s on long-term debt outstanding It December 31,
1991 and 1990 Ire IS follows:

~ $2.11 7 . 4

Pece.r 31,
1911 1990

S 920.0 S 920.0
655.0 655.0
450.0 350.0

200.0

Dolllrs in Millions
Debentures:. . .

Notes: ....

Capital Leills

UnaMOrtized discount - nit

Total Long-term debt . . .

Interest
Ratts

4" - 8 1/5"
6 1/11 - 9 1/2"

9"

9 1/2"
8 5/S'

MltyritjlS
1993-2005
2006-2010
2026-2031

1912
2001 100.0

5.0

07.2)

7.5

05.1)
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!QTES TO CONSOLIDATEP fINANCIAL STAT£MENTS (Contjnyed)

Postretirlllnt Benefits Other Th,n Pensjons

The Company provides certain health care and life insurance benefits for
retired e~loyees and their f..ilies. Substantially all of the Company's
employees may beco...ligibl. for these benefits if th.y reach pension
eligibility while working for the Ca.plny. Most,of these benefits are ,
provided through an insurance coapany whose pr••1u.s are fund.d IS benef1ts
are paid. Total costs of providing benefits for approximltely 39,000
retired employees and their f..ilies were S91.6, S68.1 and S80.9 million in
1991, 1990 and 1989, respectively.

In SepteMber 1991, under thl provisions of the Oanibus Budget Reconciliation
Act of 1)90, a portion of IXCISS plnsion ass.ts totlling S133 .illion were
transferr.d fra. the two NYNEX pension pllns to health carl b.n.fit accounts
estab1ish.d within the r.sp.ctivi p.nsion plans. Th. funds wer. uSld for
reimburse.,nt of r.tir.1 h.alth care ben.fits plid by NYMEX during the 1990
tax year, of which S69 .illion repr.s.nted b.nefits paid by the Coapany.
NYNEX then estab1ish.d and _ad. contributions to two s.parlt. VoluntAry
Employ••s' B.nlficiary Association Trusts (-VElA Trusts·), on. for
manag...nt and the oth.r for non..nag...nt, in .-ounts .qual to the excess
pension assets transf.rr.d. Th. VElA Trusts w.re .stlblish.d to b.gin
prefunding postr.tir...nt h.alth clr. benlfits. In Oec..oer 1991,
additionll exclss p.nsion ISS.ts totlling S148 .illion wer. trlnsf.rred from
the NYNEX pension pllns to h.llth car. ben.fit accounts within the pension
plans. The funds wer. used for r.i.ours...nt of r.tir.e h.alth clre
benefits plid by NYMEX during the 1991 tlX y'lr, of which $16 .illion
represented benefits paid by the COIPany. NYNEX _ad. contributions to the
VEBA Trusts in a.aunts equal to the exc.ss p.nsion assets transferred in
December. The transf.r of .xc.ss p.nsion ass.ts and the .stlblish..nt of
the VElA Trusts had In insignificlnt i~lct on the Company's r.sults of
operations and financial position.

In December 1990, the fAS8 issued Stat...nt of financial Accounting
StAndards No. 106, ·r.ployers' Accounting for Postretirement 8.nefits Other
Than Pensions· (·Stat...nt No. 106·). The Company lUst adopt this standard
no lat.r thin Janulry 1, 1993. Stlt...nt No. 106 will chlnge the current
practice of accounting for nonp.nsion retirl..nt benefits fra. recognizing
costs as benefits arl plid to Iccruing the exp.cted cost of providing these
benefits during an ...loy•• 's working lif.. Upon adoption of Stat...nt
No. 106, complni.s will be required to recognize the liability to current
and retired e~loyees .ith.r i..ediat.1y or over a period not to exc.ed 20
years.

Manag.~nt is curr.ntly evaluatin~ the financial accounting impact of this
account1ng stlndard. Initial .st1aat.s indicate that the r.lat.d Innual
expense, assu.ing 20 Y.lr .-ortizltion, will increase by approxi.lt.ly two
to three ti..s Ibov. the projected 1993 .xpense levels, and the initial
unfund.d accu~llted postr.tir...nt ben.fit obligation will be in the range
of approximat.ly Sl.8 billion to $2.1 billion at adoption. Manag...nt is
una~le to predict with any certainty what .ffects the future regulatory
enV1ron..nt aay have on the ultiaate financial impact of the new standard .

..,
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Income tax..
(........

Financial/Real Estate
Financial/Real Estate operating inrome decreased $48.7 million,
or 64.3%, in 1991, and increased $24.8 million, or 48.7%, in
1990. The 1991 decrease is due to the phase out of real estate
development work and related restructuring charges (see
Organizational Restructuring), partially offset by the in
crease in revenues from leveraged leases. NYNEX Properties
Company is being phased out pursuant to a 1991 reorganiza
tion plan. In 1990, the increase was principally due to growth
in revenues.

Other Diversified Operations
The operating loss from Other Diversified 'Operations
decreased $204.7 million, or 54.7%, in 1991, and increased
$253.1 million, or 209.3%, in 1990. The 1991 decrease is due
to the sale of the NYNEX Business Centers and the reorgani
zation of NBISC's Office Systems Division, partially offset
by restructuring charges recorded in 1991. In 1990, approxi
mately $288 million of pretax charges were recorded. (See
Organizational Restructuring.) Operating n!SU1ts from profes
sional services, systems and software sales were negatively
affected by market weakness in the financial and consulting
services sectors. In addition, increased expenses were incurred
for expansion in international markets and for various start
up businesses. Computer hardware and office automation
operations reduced operating losses by lowering expenses.

U. i.e

_____________5_2._4 S_8_2

The decrease in 1991 was principally due to $71 million of
restructuring charges, primarily at NYNEX's subsidiaries
other than the telecommunications group to establish
reserves against certain investments (see Organizational
Restructuring). The allowance for funds used during con
struction decreased $14 million at the telephone subsidiaries
resulting from a lower average balance in plant under con
struction. In 1990, interest inmme decreued $17 million and
minority interest expenaei.llcNlI8ed $13 million, partially
offset by a decrease in oIJ.IIIr expeD8e8 resulting from one
time charges recorded """lIItphone subsidiaries in 1989
(see Organizational~.

Inter..t expense(........ -
_________..,.j S..700........0_.....S..69..1....4

Average debt levels increased from $8.2 billion in 1990 to
$8.8 billion in 1991, due to new issuances of $400 million
at the telephone subsidiaries, $94 million in medium-term
notes at NYNEX Credit Company and $31 million at
NYNEX Capital Funding Company (see Capital Resources
and Liquidity), partially offset by a decrease in average
interest rates from 8.2% in 1990 to 8.0% in 1991. In 1990,

interest expense increased due to interest on the $450 million
in debentures issued in connection with the leveraged
employee stock ownership plan ("LESOP") (see Note G to
the Consolidated Financial Statements) and an increase in
average debt levels from $7.9 billion in 1989 to $8.2 billion
in 1990, partially offset by a decrease in average interest
rates from 8.4% in 1989 to 8.2% in 1990.

~ 1110

___________~__S..368__.3__..$_265_._9

Pretax income decreased $524.8 million in 1991, and there
was an increase in the reversal of excess accumulated deferred
taxes from previous years that had been deferred at a tax
rate higher than the 1991 statutory rate. In 1990, income taxes
increased principally due to higher pretax income and a
decrease in amortization of investment tax credits, partially
offset by an increase in the reversal of excess accumulated
deferred incom~ taxes from previous years that had been
deferred at a tax rate higher than the 1990 statutory+ and
the tax effect of the dividends on LESOP shares. A ~ncilia

tion of the effective tax rate with the federal statutofY!l'ate is
contained in Note B to the COIlS()Jidated Finandal Stateb\ents.

Eflects of. a-plnI~ ..... Poley

In January 1991, Telesector Resources changed its method
of billing for procurement services provided to the NYNEX
subsidiaries and began billing them for materials and sup
plies at vendor invoice prices. All other costs related to
procurement services, including a return on investment, are
separately identified and billed to the NYNEX subsidiaries
at prices for products and services that are intended to
recover Telesector Resources' fully allocated costs, including
a return on investment. In 1991, as a result of this change, the
telephone subsidiaries experienced a $47 million increase in
operating expenses for procurement services that previously
would have been capitalized.

For New York Telephone, the billing policy change is subject
to NYSPSC approval As an interim step, New York Telephone
has petitioned the NYSPSC for permission to impute revenues
for future intrastate recovery equal to the incremental revenue
requirement impact of expensing the portion of procurement
costs that were formerly capitalized.

AnII of ...-....t of,.......
AaeolI II No. loe ....1.,..' AcccIuntIIw
far ~ c....,.... ........."
In December 1990, the Finandal Accounting Standan:Is Boani
(the "FASBH

) issued Statement of Financial Accounting
Stand.ards No. 106, "Employers' Accounting for Postretirement
Benefits Other Than Pensions" ("Statement No. 106"). Adop
tion of this standard is required by NYNEX no later than
January 1, 1993. Statement No. 106 will change the current

-
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practice of accounting for nonpension retirement benefits
from recognizing costs as benefits are paid to accruing the
expected cost of providing these benefits during an employee's
working life. Upon adoption of Statement No. 106, compa
nies will be required to recognize the liability to current and
retired employees either immediately or over a period not to
exceed 20 years.

Management is cUrrently evaluating the financial accounting
impact of this accounting standard. Initial estimates indicate
that the related annual expense, assuming 20-year amortiza
tion, will increase by approximately two to three times above
the projected 1993 expense levels, and the initial unfunded
accumulated postretirement benefit obligation will be in the
range of approximately $3.5 billion to $5.0 billion at adoption
A substantial portion of the increase would be related to the
telephone subsidiaries, which are subject to rate regulation.
Management is unable to predict with any certainty what
effects the future regulatory environment may have on the
ultimate financial impact of the new standard.

Anticipated Effects of Statement of F1nMcIIII Accountina
Sundard. No. 109 "AccountInI for Income Tax.."

In February 1992, the FASB issued Statement of Fmancial
Accounting Standards No. 109, "Accounting for Income Taxes"
("Statement No. 109"), requiring implementation by NYNEX
no later than January 1, 1993. Statement No. 109 supersedes
Statement of Financial Accounting Standards No. 96, which
was adopted by NYNEX effective January 1, 1988. The effect
of Statement No. 109 on NYNEX's results of operations and
financial position has not yet been determined.

Capital Resources and liquidity

Cash provided by operations was $3.2, $2.9 and $3.5 billion
in 1991, 1990 and 1989, respectively. The reduction in cash
provided by operations in 1990 was partially due to payments
related to the work stoppage. Management anticipates cash
provided by operations in 1992 to continue in the range
attained in recent years.

NYNEX continued its capital expenditure program in 1991
designed to meet the expanding needs for telecommunica
tions services by upgrading and extending the existing
telecommunications network. Capital expenditures were
$2.5 billion in 1991 and are projected to remain at a com
parable level in 1992. NYNEX funded capital expenditures
primarily through cash generated from operations.

NYNEX's commercial paper borrowings are supported by
$1.6 billion of lines of credit with domestic and international
banks. During 1991, the level of commercial paper outstanding
decreased $314 million. This was primarily due to $400 million
in long-term debt issuances at the telephone subsidiaries. In
1990, NYNEX entered into interest rate swaps to protect
against exposure to interest rate volatility associated with

certain of its commercial paper borrowings through 1997.
NYNEX has also utilized interest rate instruments designed
to take advantage of decreasing short-term rates.

During 1991, New York Telephone issued $200 million of its
Forty Year 9~% Debentures due July 15, 2031. New England
Telephone issued $100 million of its Ten Year~% Notes
due August 1, 2001 and $100 million of its Forty Year 9%
Debentures due August 1, 2031. Net proceeds of these
offerings were used to repay short-term debt and for
general corporate purposes. In October 1992, $300 million
of New York Telephone's Five Year~% Notes and
$200 million of New England Telephone's Five Year 9~%
Notes will mature. The telephone subsidiaries may refinance
this debt with short-term borrowings or long-term debt.
New York Telephone and New England Telephone each
have an additional $300 million of unissued debt securities
registered with the Securities and Exchange Commission
(the "SEC").

NYNEX Capital Funding Company issued $31 million
of medium-term debt in 1991 used to finance real-estate
projects. NYNEX Capital Funding Company has an addi
tional $209 million in unissued medium-term debt secmities
registered with the SEC. AdQitionally in 1991, NYNEX
Credit Company issued $94 million of medium-term notes
to finance investments in certain assets.

Beginning in 1990 and throughout 1991, NYNEX issued new
shares of common stock associated with employee savings
plans and the Dividend Reinvestment and Stock Purchase
Plan. This increased the equity component of NYNEX's
capital structure by approximately $260 million in 1991 and
$130 million in 1990. At December 31,1991, NYNEX's capital
structure consisted of 47.3% debt and 52.7% equity, compared
with 47.2% debt and 52.8% equity at December 31, 1990.

In 1991, certain independent bond rating agencies lowered
their rating on the debentures of New England Telephone.
The rating of NYNEX and New York Telephone debentures
were reaffirmed at current levels. Although Management
cannot predict that the bond ratings will remain at current
levels, Management believes that the bond ratings of NYNEX,
New York Telephone and New England Telephone will remain
at a level that is indicative of strong credit support for timely
principal and interest payments in the foreseeable future.



The following table sets forth the Plans' funded status
and amounts recogrnzed in the consolidated balance
sheets:

The assumptions used to determine the projected benefit
obligation as of December 31, 1991 and 1990 include a
discount rate of 8.S,*, and an increase of 4.0,*, to S.S,*, in
future compensation levels. in each year. The expected
long-term rate of return on pension fund assets used to
calculate penslon expense was 8.S,*, in 1991 and 1990 and
8% in 1989. From time to time, the Plans have been
amended to increase the level of plan benefits. The aau
anal projections included herein anticipate similar action
11\ the future.

In April 1991, N'Y!'l"'EX offered a voluntary management
early retirement program. The impact on the projected
benefit obligation was not significant. In September 1991,
as put of agreements ruched between NYNEX and its
UNOns extending collective bargaining agreements
through August 5,1995. NYNEX amended its nonman
agement pension plan to provide an early retim:nent
lncentive, which increased the pro;eetecl benefit obliga
tion by 5491.8 million, of which 5150.0 million was ex
pensed and 5341.8 million was deterred. The expense
aS50Ciated with the norun.anagement early retiJm\ent
incentive was included in the charps for force reduction
programs in the fourth q\Wter of 1991 (see Orpni.za
nonal Restructuring included in Management's Discu5
sion and Analysis of Firwtcial Condition and Results of
Operations). M.Ngement anticipates future recovery of
these deterred costs through the ra~mUingprocess.

In January 1992, NYNEX announced that management
employees who leave NYNEX under the Force Mana~
ment Plan during 1992 and are at leut 21 years old with
at leat one year of service 15 of Deamber 26, 1991 JNly
elect to receive their NYNEX Management Pension Plan
benefit in a lump sum distribution, or as a monthly annu-

lty begmrung when they leave NYNEX. In addition,
employees who are not yet eligible for a sel"Vlce pension
retatn the existing option of waiting until retirement age
before receivmg their pension benefit.

During 1990. the projected benefit obligation increased by
5128.5 million for the 1989 early retuement plans for
management and no~nagementemployees, of which
573.2 million was expensed and 555.3 million was de
ferred. Management anticipates future recovery of these
deferred costs through the rate-making process.

PostN........ ..... Other TMn P....ion.

NYNEX provides certain health care and life insurance
benefits for retirId employees and their families. Substan
tWJyaU of NYNE)('s employees may become eligible for
these benefits if they reach pension eligibility while
working for NYNEX. Most of the benefits are provided
through an insurance company whose premiwns ale

funded as benefits art paid. Total costs of providing
benefits for retiM employees and their families were
5153.9,5133.8 and 5117.5 million in 1991, 1990 and 1989,
respectively.

In September 1991, under the provisions of the Omnibus
Budget Reconciliation Act of 1990, a portion of excess
pension UNts totalling 5133 million were trlNferred
from the two NYNEX pension plans to health care benefit
accounts established within the respective pension plans
for reimbursement of retiJft health care benefits paid by
NYNEX during the 1990 tax year. NYNEX then estab
lished and lNlde contributioN to two separate Voluntary
Employees' Beneficiary Association Trusts ("VEBA
Trusts"), one for management And the other for non
maNgement, in amounts equal to the excess pension
assets transferred. The VEBA Trusts were established to
begin prefunding postreti.mnent health care benefits. In
December 1991, additional excess pension asMts totalling
5148 million were transferred from the NYNEX pension
plans to health care benefit accounts within the penslon
plans for reimbursement of 1991 retiree health care ben
efits. NYNEX also m.de contributions to the VEBA Trusts
III amounts equal to the excess pension assets transferred
in December 1991. The transfer of the excess pension
assets and the establishment of the VEBA Trusts had an
insignificant imJMct on NYNEX's results of operations
and financial position.

In December 1990, the FASB iIIued Statement of FU\U\cW
Accounting Standards No. 106, "Employen' Accounting
for Postlet:imnent Benefits Other Than PensionsH ("State
ment No. 106H

). Adoption ot this standard is required by
NYNEX no later than January 1, 1993. Statement No. 106
will change the current practice of accounting for

1.692
(33)

(1.426)
(129)

10.818

512.510

S 9.450

S (496)

".,
no,Z';1

Pl~n UMlS It t~11 value. pnmanlv laleel stock.
corporaIe Ind governmental debt Ind
real "tale

Less: Aetu.1rW Pn!MJ\t value of pm,ecteel
benefitobug.non

Aetu~~l plftel'll v~lue of ~cC'Umullled

~nefil obhglnon. Includang V"ted
~nenlS of 59.514 Ind 58.821. IftJ'letlvelv

ACCNed peNlon cost

Exc". of plan UMtI over pro,ected
benefilObhptlon

lJ NWCOpIZed pnor MI'Y1te COSI

lJ NWCOpIZed net pan
lJ~ transition UNt

........



nonpension retirement benefits hom recogniZing costs
as benefits are paid to acCNing the expected cost ot
provldmg these benefits dunng an employee's working
hie. Lipon adoption of Statement No. 106, companies
will be required to recognize the liability to current and
retIred employees either immediately or over a period
not to exceed 20 years.

Management IS currently evaluating the financial account
ing lmpact of this accounting standard. Initial estimates
mdicate that the related annual expense, assuming ~year

amortization, will increase by approximately two to three
times above the projected 1993 expense levels. and the
initial unfunded accum~tedpost:rettmnent benefit
obligation will be U'I the range of approX1INtely $3.5 billion
to $5.0 billion at adoption. A substantial portion of the
increase would be related to the telephone subsidianes.
wtuch are subject to rate regulation. Management is unable
to predlct with any certainty what effects the future regula
tory eltvlronment may have on the ultimate finanaal
lmpact of the new standard.

~""'''''I.'''.''N.t
The components of property. plant and equipment-net are as follows:
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Interest rates and maturities on long-term debt outstanding are as follows:
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;\c~. 'n, '~,~ .<oI11."Jany::,ffered a VOluntary management earLy retirement
L.> :q" ~n. h~ rrca::: t:" t n(~ cr,:, j f:;lC ted benefit obLigation was not
:: '.:T!." _:J1't. '-I 'x:.t,::~'~r 1'1';1,0: part of , agreements ratified,bY the Company
-3ncl . t5 r -"15 ~'(:endlng c>::,Llectl,e barga1n1ng agreements untll August 5..,
'N" -·.~.le.:t~l/~ Bargaining Agreement in Managem@nt's Discussion and
\r'.::!L':; i 5:,t ~psljL ts ::,f I)cerations), NYNEX amended its nonmanagement pension

c an ::: cr:'viC1e an earlY retirement incentive -...Jhich increased the projected
bene h t::c Li qat i ,::-n by $113. 4 miLLion, 'Jf I..Jh i ch $34. 2 milLion was expensed and
3?';.c: mi l L i·::o(I.;a5 d€ferred. The expense associated with the nonmanagement
p.-3rl y ret >i:'~r,t i ncent ~i ,~'e,..;as included in the charg@s for force reduction
~r'::'9ram5 !n the fourth OUd~ter of 1991 (see OrganizationaL Restructuring
:ncL'.Jded 1;1 ,-lanagement's [llScusslon and AnaLysls of ResuLts of Op@ratlons).

The (o:orrpany has di sc:ussed ..Ji th its reguLators a pLan to recover deferred
pens;,:", :::,:,sts through the rate-makil"lg process (see Postretirement Benefits
')thei Than f='er,s i o:ns be Low) •

F":,stretirement 8enefits)ther Than PenS1QflS

The Carpanl' provides certain health care and Life insurance benefits for
retirp.d empLoyees and their famiLies. SubstantialLy aLL of the Company's
employees may bec~ eligibLe for these benefits if they reach pension
eLigibiLity whiLe working for th~ Company. Total costs of providing benefits
for retired errpLoyees ~nd their famiLies \,.Jere $63.7 , $50.8 and $44.2 milLion
in 1'?~2, 1'7'91 and 1990, respectively.

During.1'~2.and 1<fi1, LJ':l~r th@ pr?visions of the Omnibus 8udget .
ReconClllatlQn Act of 1990, a portlon of excess pension assets, totall1ng
5205 and $281 miLLion, respect;v@Ly, was transferred from th~ two NYNEX
pension pLans to health care benefit accounts established ~;thin tke
respective pension plans. Th@ funds were used for r~imbursement of r~tir~
health :are benefits paid by NYNEX durin; the 1992, 1991 and 1990 tax ~~~rs
.)f which $58, $42 and $38 million" respectiveLy, represented benefits pa;1 bY
the Company. In 1991, NVNEX established two separate Volyntary e~loy@e$
3enefi c'ary A!SsociatiGtt Trusts ("VE.SA Trusts"), one 10r m¥lagernent and the
Qther tor ronnan~t, to begin prefunding PO!5tretirelMnt ".attn ,are
benefits. In 1991 and 1991, amounts equal to tne exc.ss pensiO" iSlets
transferred w@re contributed to the VEBA Trusts. The assets in the VeBA
Trusts coosist prirqri ly Of ,quity securities and fhed income secyrHlfl$.
The transfer of excess pen~ion assets and the establis~t of the VEBA
Trusts nad an insignificant impact on the Company's result$ of OPerations and
finan~iaL D)sition.

rh.., Caroany wi II adopt Statement of Financial AGcounti~ Stlt'ldardt No. 106,
"EJTp loyers Acc·:)unt i ng for !='ostret; rernent Benflf its Other TnII' PenliOf""
«'State~nt No. 1fJ6") eftect;ve J~al"y' 1 6 1993.. StltONf'\t No. 106 wHl
:::hangt9 the current pract H:~ of accOUr'It; ng fo~ DOstreti I"etnent benefits from
r'"eco~niz;ng costs as genf!fit~ are caid to acerlJin~ trnt eXQec:ted cost of
r::rov1ding these b@~'hts dul"1ng an efTljloyee's working life. UOOn ac;k)c)tion (J'f
Stat~t No. 106, the C~any intends to recognize tn., transition obt igation
f,::.r :-et II red elTP I, :::,yees and the eal"'nfo!.d port ion 101'" act i ve fI"'Ployees over' a
.2U-year peri')d. It is f:!stimattld that 1993 amLli'l cost UJ"\det"
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NOTES TO FINANCIAL STATEi'1ENTS (continued)

Statement No. 106 \,oJ; LL be $135 m; l l ion, an incremental cost increase of
approximately $65 miLLion over the current methodoLogy, and the initiaL
unfunded accumuLated pOstretirement benefit obL;gation wiLL be $850 million.
Amortization 'Jf the initial unfunded transition obl ;gation~ together with the
,:,ngoin9 al'lllUdl expense recognized under Statement No. 106 1n excess of costs
recognlzed under the current methodoLogy, ~ill be offset by the effect of
actuarial assumption changes made under Statement of Financial Accounting
Standards No. 87, "Ermloyers I Accounting f,:)r Pensions" ("Statement No. 87").

The (o(J-pany has ciscussed an acc'Ji.jnting plan '...Jith regulatory commissions in
each of the states in ...Jhich it operates for the intrastate reguLatory
accounting and rate-making treatment of pensions and other postretirement
benefits. The accc~nting plan allows for the immediate adoption of
Statement No. 106 and Statement No. 87 on a revenue requirement neutral
basis, provides f,x the aroc>rt;zation of e)(;sting deferred pension costs
:~ithin a ten-year period and eliminates the need for additional deferrals of
Statement ~). 87 and Statement No. 11J6 costs. This plan wiLL be ;mpL,menttd
.to~ the States of. i"lassdchuset ts and Ve~n'l()nt ( but i t ~ statu~ in the States of
11alne, New Hampshire and Rhode IsLand lS st1lt pend1ng. Wlth respect to
interstate treatment, the FCC reLeased an order in January 1993 stating that
costs recogni zed under Statement No. 106 are not exogenous costs and,
therefore, 0:. il<Jt '",:arrant an upward rate adilJstment under pr; ce caps at thi 5
t ;f1l(~. r-lanagement is unabLe to predi ct .;1 th' any certainty what effects the
future reg;Latory environmer-,t m.::y h:l\lE' )n ~'he,.JLt;mate financiaL impact af
the new standard.

In ~:)Ve~r 19i2, the FAS6 issued Statement QT Financi al ACCO\Jnt ing Standards
No. 112, "En'ployers' Accounting tor Poste~loyment Benefits" ("Stitement No.
112"). The Carpany is reCJ,Jired to adoot this standard r'l¢ later tl'\." January
1, 1994. Statement No. 112 applies to postenployment benefits provided to
tr)rmer or i nact i v~ e"l'; lQYEHe5. the i r benp.f i ciari es,
3nd covered dependents after 8~Loy~nt but b~fore retir@ment.
Statement No. 112 wilL change thft COl1l)any's current rTMtthod of accountin9.for
postempLoyment benefits from a combination or rec09"izing costs as benefits
are paid and accrtJing them I.JPOfl termination of employment to accruing the
pxpected costs of providing tnese benefits it certain condition$ are met4

In the year of adoptiQn, the initiaL effect of Stat~t No, 112 should be
rE:~~niled immediately and reported as an accounting change. M,"~nt;s
:IJirently ~vaLuating the financial '~act of this a.c;'OYnting st.nd• .,..d; the
:tfec.t of Statement No. 112 on the CotrQany's result$ of ~eritions and
financial p'~;tion has not yet been determined. It has not yet been
determined ~.Jhether the regulatory authori t; f!S wi II oermh amQf't i:at ion of thl'1!
transitil~ amount and whet~r thp' transition amount wi~l be ~c~ounted tor in
':cei~t;ng expenses. Man~gement 15 unable to o~edict wltn any eert.inty what
;ffe~ts the future regul~toJry enV1ronment may nave on the tinan(ia~ ilrfJac:t of
tft1S standard.
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NOTES T() CONSOLIDATED FINANCIAi_ STATEtylENTS (Continued)

,-:':Jstretirement Benefits I}ther Than F'ensic,ns

The C':m;any pr(Nides c:ertai" heaLth care and life insurance benefits for
retired errpLoyees and their famiLies. SUbstantiaLly aLL of the COlll,Jany's
errployees may becorre eligibLe for these benefits if they reach pension
eLigibility while working for th~ Company. TotaL costs of providing benefits
for accroximately 39,90J retired elll,Jloyees and their famiLies I.Jere $119.6,
591.6 and $68.1 mi l. Lion in 1992, 1991 and '1990, respectively.

During 1992 and 1991, under the provisions of the Onnibus BIJdget
Reconciliation Act of 1990, a portion of excess pe:lsion assets, totalling
5205 millic~ and $281 million, respectively, were transferred from the tWQ
NYNEX pension plans to health· care benefit accounts estabL;sned within the
respective pension plans. The funds were used for reimbursement of retiree
heaLth care benefits paid by NYNEX during the 1992, 1991, and 1990 tax years,
of which $108 miLLion, $76 miLLi. Qn and $69 miLLion, respectiveLy, represen~ed
benefits paid by the C~any. In 1991, NYNEX estacLished two separate .
\'oluntary Erroloyees' 8er ..=ficiary Association Trusts (tlVE8A Trust$")~ one 'for
management and the other for nonman~gement... and contributed al'l'lO\.Jnts equaL to
the excess pension assets transferred. The VEBA trusts were established to
begin prefunding postretirement heaLth care benefits. The assets in the VEBA
trusts consist primariLy of eQuity securities and fixed income securities.
The transfer of excess pensilJn assets and the estabLishment of the VE6A
Trusts had an insignificant irrpact on thf.' ()fl"Oany's resuLts of operations and
financiaL position.

The CCfilJany \..;lL\. aO:;tot Statement of FinanciaL Accounting Standards No. 106,
"Errployers' Accounting for Postretirement Benefits Other Than Pensions"
("State~nt No. 106") effective January 1, 1993. Statement No. 106 wi II
change the current practice of accounting for pOstretirement benefits trom
rec(~izing costs as benefits are paid to accruing the expected cost of
prOVlding these ~nefits during an e"l)loyee's working life. Upen adoption of
Statement ~j. 11)0, the Company intends to recognize the transition obLigation
for retired f'rrQloye@$ and the earned pOrtion for active efll)Loyees over a
21}-year period. It is estimated th~t 1993 anr"llJaL cost under Statement No.
11)6 '.-Jill be $250 ",Hlion and the initiaL I.;nfunded accutfl.Jlated postretirement
benefit)bLigation will be $1.6 bilLion. AmJrtization of the initial
unfunded tranSltiori obligation, together ~ith the ongoing annual expense
r ~: ::;<:'91"\; zed under Stat8l'!"!nt No. 106 in excess 9f costs re~ognized under the
~urf'f~nt meth~l.,gy, ·..n l Lb@ offset by actuarl al aSSUl'l'lPt lon charges ma~
under Statement of Financial Accounting Standards N~. 87, "E.tr(:Loyers'
AC::;':lJl'"lting for Pens;,')r1S" C'StatelN!nt N(). >37"),
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,'r"I-',~r '':, 1:J':J2, ~he (':IffV, '1y sUbmitted an accounting pLan to the NYSPSC
t ::,:' r'--" rp1!.JlatJv ac::=~~nting and rate mak;ng treatment of pensions and other
D::'5t r l7::reme<lt cenetit5. The accounting plan aLLows for the immediate
c30:Ct:,:",::,t Statement :'\l.:,. It):, and Statement No. 87 on a revenue requirement
rleuUal bas~5, cr::'vijes t,:,r the arrortization of existing deferred pension
:')SC;,,; th~n a ten-year period and eL im1nates the need for additional
deferralS ,:,f Statement No. 106 and Statement No. 87 costs. This matter is
pending. '..:ith respect to interstate treatment, the FCC released an order in
Jaruary 19'~3 stating that costs recognized under Statement No. 106 are not
exogenous costs and, therefore, do not warrant an upward rate adjustment
under price caps at this time. Manage~nt is unable to predict with any
certainty ',.;hat effects the futur~ regulatory environment may have on the
ul timate tinanci al i~act ,]f the new standard.

PosterrpLoyrnent Benefits

In Nove~r 1992, the FAS8 issued Statement of Financial Accounting Stand.rds
No. 112, "ErrpLoyers' Accounting for Postemployment 8enefHs" ("Statement No.
112"). 'The Carpany is required to adoPt this standard no later than January
1, 1994. Statement No. 112 appLies to postemployment benefit! provided to
former or inactive employees, t~eir beneficiaries, and cover~d dependents
after empLoyment but before retlrement. Statement No. 112 w1lL change the
Company's current method of accounting for PQstemployment benefits from a
cl~ination of recognizing costs as benefits are paid and accruing them upon
terminati'Jn of employment to accruing th@ e~pected costs of providing these
benefits if certain conditions are met.

In the year of ac;kJption the initiaL effect of Statement No. 112 shouLd be
recognized immediately and reported as an accounting cnan9@. Man~9@ment;s
currentLy evaLuating the financiaL impact of this account1ng standard; the
effect of Statement 112 on thf! COt'Il'any's resuLts of operations and financial
position has not yet been determined. It has not yet bl!en determlned w~ether
the reguLatory authorities will oermit amortization of the transition amount
3f'd '",ihether th@ trlJ"\sit;Q.n al'OOunt '-'Ii Ll be accounted Tor in operating
expenses. i"'lanagement i 5 unable to pred; ct 'lAlith any certainty what effects
the future regulatory env;n)nment may t,av~ ':'r"\ the finandal impact of this
st3ndard.
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RETIREE HEALTH PLANS tPRE-65)

Feature

• Type Of Plan

- Comprehensive
options

Management Plan *
• Active comprehensive

Options
- $4,000/$8,000 deductible,

70% coinsurance,
$7,000/$10,000 stop-loss

- $600/$1,200 deductible,
800/0 coinsurance,
$1,800/$3,000 stop-loss

- $350/&$700 deductible,
80% coinsurance,
$1,400/$2,800 stop-loss

Non-Management Plan

• Active basic plus major
medical

* Applies to Management employees with Pension Effective Date on or after 7/2/85 ~ all other Management
retirees are covered under the provisions shown for the Non-Management Plan.


